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Editorial Comment 


It is now a year since hostilities ceased, yet the 
Patience world is still waiting not only for a peace settle- 
for Peace ment itself but also for that degree of accord 

among the nations which provides a workable 
atmosphere for such a settlement. There is no gainsaying 
the fact that a major cleavage, too fundamental to be settled 
by any technical formula, has developed between the west- 
ern and the eastern worlds. The second sensible recourse 
is an effort to break down this difference through discus- 
sions, negotiations and at times compromises, in the hope 
that a general agreement may be developed, not necessarily 
among all concerned, but at least among enough to achieve a 
result. 

These international difficulties have retarded the re- 
covery of business, since they discourage the definite settle- 
ment of certain economic problems in the fields of exchange, 
commerce and labor which themselves are international in 
scope, and they further have a disturbing effect on any do- 
mestic economy. For instance, if there were a dependable 
stabilization of currencies in relation to gold or to com- 
modities, and therefore in relation to one another, it would 
provide a level around which capital and labor disputes 
could be negotiated and on which long term industrial plans 
could be formulated. 
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While accountants are kept exceedingly busy, their work 
too often is concerned with provision for uncertainties in 
capital investment, inventory values and trade conditions, 
and with the never-ending distribution of the fruits of labor 
as between the proprietor and the tax collector. Account- 
ants would prefer to devote more of their time to the service 
of industrial expansion. In common with the majority 
of investors and workers, they continue to hope that the 
scientific progress and the organization power, which was 
developed during the war period, may be harnessed for the 
benefit rather than for the destruction of mankind. 


A propos of this thought, public accountants 
Accountants’Should provide help in many ways other than 
Aid to by audits and solving tax problems. In re- 
Managementcent years, points out The Journal of Account- 

ancy, they have been “so preoccupied with aud- 
iting, tax pratice, and special wartime problems of their 
clients that they have not fully explored the possibility of 
rendering a variety of services to management, particularly 
to small businesses, which accountants are admirably equip- 
ped to give”’. 

We believe that professional firms in Canada are quite 
aware of the degree to which they have concentrated on au- 
diting and on taxation, and that just as soon as staff con- 
ditions permit they will welcome new opportunities for 
wider service. These opportunities should include a wide 
range of investigations and installations, in order to pro- 
vide industry with the best in systems and accounting re- 
sults. They will also extend into consideration of public 
relations since, though public accountants do not presume 
to be experts in this field, they can excellently co-operate 
with management in determining how far public statements 
can be utilized to place the facts before the public in the 
most understandable way. The financial statements of cor- 
porations are today scrutinized more than ever before from 
the viewpoint of wage rates, tariff protection, subsidies and 
taxation. The balance sheet, with accompanying statements 
of surplus and profit and loss, can never be all things to all 
men, but in addition to being audited it can be surveyed 
from time to time in the light of public relations. 
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In connection with a recent bankruptcy, there 
A Liability is reported to be a Dominion government claim 
Hazard of over one million dollars for income and ex- 

cess profits taxes, which amount precedes and 
also exceeds the claims of other creditors and threatens to 
swallow up the liquidation value of all the assets. Such 
a situation is not entirely new or unexpected, but coming 
so soon in the period of post-war readjustment it is a 
disturbing reminder of the degree of the hazard of unpaid 
taxes. It constitutes a further argument for the need of 
speeding up tax assessments, and a warning for account- 
ants and auditors to exercise the utmost care in the way 
of provision for the periods not yet assessed. 


In common with other publications, THE CAN- 
The Paper ADIAN CHARTERED ACCOUNTANT has struggled 
Shortage through the war period against a paper short- 
age which on many occasions has meant holding 
an issue, already made up for the press, for a week or 
two for delivery of enough paper to print it, and on other 
occasions substitute grades of paper have been used. Com- 
pared with many industries which have been cut off en- 
tirely from essential raw materials, of course the printing 
and publishing business has no reason to complain. Its 
demands have been heavy, due to public spending power 
and public interest in printed information, and quotas have 
been widely used to maintain a balance between demand 
and supply. The regular distribution of THE CANADIAN 
CHARTERED ACCOUNTANT, to members, students and public 
subscribers, has reached 6,500, and in order to serve so 
many people in the field of accountancy it has been neces- 
sary to hold most issues to the customary minimum size 


of 64 pages. 
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New Dominion Secretary Appointed 


Effective from September 1, Mr. Clem L. King has been 
appointed secretary of The Dominion Association of Chart- 
ered Accountants. Mr. King is a native Albertan. He 
received his Bachelor of Commerce degree from the Uni- 
versity of Alberta in 1937. After several months on the 
staff of radio station CFCN in Calgary he entered into 
articles under the late F. M. Harvey of that city. Mr. King 
wrote his final examination for admission to the profession 
in December 1939, winning the gold medal of the Alberta 








CLEM L. KING 


Institute, and was admitted a member of that Institute in 
August 1940. He remained on the staff of Harvey, Morri- 
son and Company until October 1942, when he left to accept 
the post of executive assistant to the President of the Uni- 
versity of Alberta. 

Mr. W. A. McKague, who has temporarily spent part of 
his time as secretary of the Association, will, after Sep- 
tember 30, devote his whole time to his own work as a 
consulting economist in Canada and the United States. 
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Provisional International Civil 
Aviation Organization 


By James F. Tooley, C.A. 
Montreal, P.Q. 


a. the organizations on which mankind is pinning 
its hopes for an orderly and peaceful world is the 
Provisional International Civil Aviation Organization. Per- 
haps Canadians will have a more intimate knowledge of 
the work of this organization than the others that make 
up the structure of post-war international collaboration, 
for its home is in Montreal. At the first interim assembly 
meeting of the organization in May-June Montreal was 
selected as the permanent seat of PICAO. Since August 
1945 the provisional body has been functioning in this 
Canadian city. When the organization’s status changes 
from a provisional to a permanent one, Montreal will be- 
come the centre of international civil aviation. For, in 
addition to PICAO, the International Air Transport Asso- 
ciation (I.A.T.A.), an association of major airlines from 
more than a score of nations, has taken up its headquarters 
in Montreal. 

PICAO is still a fledgling, created by the International 
Civil Aviation Conference at Chicago late in 1944 which 
at the same time drafted a permanent convention, two 
agreements on international commercial aviation rights and 
a group of technical standards for international aeronautics. 

The interim council, the executive body of the organiza- 
tion, met in Montreal for the first time on August 15, 
1945. At present the following nations are represented 
on the council: Australia, Belgium, Brazil, Canada, Chile, 
China, Colombia, Czechoslovakia, Egypt, El Salvador, 
France, India, Iraq, Ireland, Mexico, the Netherlands, 
Norway, Peru, Turkey, the United Kingdom, and the 
United States. 

Administrative Duties 

Among its many administrative duties, the council 
must determine the method of appointment, salaries and 
conditions of service of employees and serve as the final 
authority on the expenditures of the organization. It is 
charged also with providing for the establishment of any 
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subsidiary working groups which may be considered de- 
sirable, among which are the following committees: 

(a) A committee on air transport, covering the econ- 
omic aspects of global civil aviation; 

(b) A committee on air navigation, covering the tech- 
nical phases of international air travel; 

(c) A committee on international convention on civil 
aviation, to work towards the adoption of an inter- 
national convention. 

The interim assembly, the legislative body, met in 
Montreal for the first time on May 21 to review the work 
of the council and give direction to its future activities. - 

The assembly is composed of all member states, each 
having one vote. At present there are 46 members of 
the organization. 

The council elected Dr. Edward Warner (U.S.A.) at its 
first session as president, and Dr. Albert Roper (France), 
former secretary general of ICAN (International Commis- 
sion for Air Navigation), as secretary general. Anson C. 
McKim represents Canada on the council. 

Dr. Roper has assembled in the secretariat a substantial 
staff of experts in the varied matters with which PICAO 
has to deal. They already include nationals of 18 states, 
organized into bureaus of air navigation, air transport, 
and administration; and the bureau of air navigation is 
subdivided into sections concerned with such specialties as 
meteorology, communications, aerodromes, air routes and 
ground aids, rules of the air and air traffic control, air- 
worthiness, operating standards, search and rescue, maps 
and charts, personnel licensing, investigation of accidents. 

From the work of PICAO technical groups standards 
are being’ set up that will make for uniform flying proced- 
ures on international air routes and aid in opening up the 
world to commercial air traffic. To implement these stand- 
ards and recommended practices as rapidly as possible, 
PICAO has launched a program of regional meetings. These 
meetings consider the standards and their application to 
the requirements of particular regions. They have another 
major ‘task: to consider the value for civil use of the fa- 
cilities developed during the war by the allied governments. 
Without these facilities and services erected and maintained 
for military aviation the airline companies of the world 
would be severely restricted in their post-war plans for 
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expansion. Only action by an international group, such 
as PICAO, could move to keep these facilities and services in 
operation until they are taken over by the appropriate 
civil authorities. 

Regional Meetings 

Regional meetings are being held to meet the problem 
of the transition from military to civilian air operations, as 
well as to bring uniformity to flying in the various regions 
of the world. 

The first two of these regional meetings were held in 
Dublin and Paris in March and April to consider the North 
Atlantic region and the European-Mediterranean region. 
Meetings scheduled for the balance of the year are: Carib- 
bean region, August, in the United States; Middle East 
region, October, at Cairo, Egypt. 

Other meetings for the South Pacific, South Atlantic, 
South America, Africa and the Indian Ocean, and the 
North Pacific, are planned for later dates. The organiza- 
tion is opening two regional offices; Paris for the European- 
Mediterranean region, and in Dublin for the North Atlantic 
region. These offices and others to follow will maintain 
close liaison with the states in the respective regions and 
deal with technical problems relating to air navigation 
facilities. 

Economic Problems 

The committee on air transport is primarily concerned 
with the economics of international aeronautics. It collects 
and reports regularly any facts concerning the origin and 
volume of international air traffic and the relation of such 
traffic, or the demand therefor, to the facilities actually 
provided. Other subjects upon which it requests, correlates 
and reports information are subsidies, tariffs, costs of op- 
eration, ownership of international air services and the 
operation of international trunk lines. It is also charged 
with the function of studying and reporting to the assembly 
matters upon which it had not been possible to reach unani- 
mous agreement at the Chicago conference. 

One of these was the proposal for the adoption of what 
ca. ne to be called the five freedoms of the air. 

These five freedoms can be briefly stated as follows: 

(i) The freedom of passage across countries; 
(ii) The freedom to land for non-traffic purposes; 
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(iii) The freedom to carry passengers and cargo from 

the homeland to a destination in other country; 
(iv) The freedom to carry passengers and cargo in a 
foreign country to the homeland; and 

(v) The freedom to pick up passengers and cargo in 
a foreign country and land them in another for- 
eign country. 

The first two freedoms have been generally accepted, 
but many countries are not yet prepared to grant the privi- 
leges called for under the last three freedoms without 
further study. Although these freedoms are customarily 
accorded to sea transport all over the world, the rapid de- 
velopment of air travel and the degree of industrial or- 
ganization necessary to maintain it, have made some nations 
hesitant as yet to face the foreign competition which, they 
. believe, the general granting of such privileges would entail. 

The whole subject was under continuous examination 
during the recent meeting of the PICAO assembly. Almost 
all states, active in air transport, have expressed their views 
at length on the form that a general international agreement 
should take. The council is now studying the question of 
these commercial privileges to find a form that will take 
into account the viewpoints expressed at the assembly 
meeting. 

The air transport committee has at present one division 
on facilitation of air transport, which has prepared a report 
upon customs procedures and manifests, public health regu- 
lations, travel documents, facilities and procedures for 
monetary exchange, and other related matters, with a view 
to removing the minimizing obstacles to air travel at inter- 
national borders. 

In addition to the above committees and their divisions, 
administrative committees to deal with mutual aid, finance, 
personnel, publications, credentials and public information 
have been set up to advise the secretariat and the council 
in their respective fields. 

Finance 

The financial implications of PICAO’s operation, with 
its 46 member states, presents many interesting problems 
and a general outline of its financial arrangements will illus- 
trate their nature. 

Funds to finance the activities of PICAO during its first 
fiscal period were voted by the council at its first session in 
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August 1945. The council approved a preliminary budget, 
drew up a proposed scale of advances for states to con- 
tribute funds to the organization and empowered the secre- 
tary general to incur expenses. It also adopted a set of 
financial regulations which provide for, inter alia: 

(i) The election of a finance committee by the council 
to consist of five council members. This committee controls 
the budget on behalf of the council and may make such 
examination of the organization as it may deem necessary 
to ensure that the amounts voted in the budget are prop- 
erly spent and that the most efficient and economical method 
of carrying out the approved program is observed. 

(ii) The establishment of a general fund from which 
the general expenses of the organization will be defrayed. 
As the organization operates on an annual budget, it was 
also necessary to provide for a working capital fund from 
which advances as necessary will be made to the general 
fund during each fiscal year until the contributions from 
the member states are received for that year, at which time 
the working capital fund is reimbursed. The maximum 
amount of this working capital fund will be fixed by the 
assembly, and the amounts contributed will stand to the 
credit of the contributing states. 

(iii) The budget and accounts of the organization to- 
gether with the contributions of member states to be in 
Canadian dollars. 

(iv) The method of preparation of the annual budget 
for the presentation to the assembly. 

(v) The bonding of employees entrusted with the cus- 
tody of funds of the organization. 

(vi) An internal and an external audit, the external 
auditors being appointed by the assembly. 

(vii) The establishment of a system of accounts to: 

(a) indicate the receipts of all funds and the sources 
from which they are derived; 

(b) indicate the original allotment for each head of 
expenditure as shown in the budget; 

(c) indicate the allotment after transfers between 
heads of expenditure or the creation of new heads 
of expenditure or transfers within heads of expen- 
diture (such transfers may be effected only with 
the approval of the interim council) ; 
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(d) indicate the actual obligations and the unobligated 
balance of the allotment; 

(e) show the expenditures in such detail as may be ne- 
cessary to reflect the purposes for which the funds 
are used. 

Budgetary Control 

A strict system of budgetary control is essential to the 
financial well-being of any organization which operates on 
an annual budget. The manner in which the accounts are 
maintained provides for encumbering the amount voted by 
the assembly under each head of expenditure in the budget 
immediately the organization is financially committed. The 
estimated amount of the commitment is used to reduce the 
allotment account and any difference between the actual 
and the amount so estimated is adjusted when the funds 
are disbursed. 

The following monthly financial statements are submit- 
ted to the finance committee: 

(i) A statement on the financial position of the organ- 
ization; 
(ii) A statement of cash receipts and disbursements; 

(iii) A statement of advances or contributions received 

and outstanding from member states; and 

(iv) A statement of expenditures and commitments in 

comparison with the anticipated expenditures as 
set forth in the budget. 

The annual financial statements and auditors’ report 
are submitted to the assembly through the council. 

The general policy governing the apportionment of the 
expenses of PICAO has as its objective the equitable dis- 
tribution of these expenses among the member states. The 
basic principle of apportionment is that of the relative 
capacity to pay of the member states, a principle that has 
been generally accepted for international organizations 
since its adoption by the League of Nations in 1925. 

The capacity to pay was arrived at by taking the latest 
available figures on national and per capita income as shown 
in a study of United States government origin. It was ne- 
cessary to take into consideration the “per capita income” 
as a state with a relatively high population and low per 
capita income is less able to pay than a state with a smaller 
population and a high per capita income. Consideration 
was given to the relative interest of member states in inter- 
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national civil aviation. War damage suffered by member 
states was also a factor determining the scale of contribu- 
tions. 

Contributions 

The principle that contributions should in no case fall 
below a set minimum and in no case exceed a maximum 
percentage of the total budget was followed. Capacity to 
pay, applied without consideration for other factors, would 
result in exceedingly small assessments for a number of the 
states with relatively small national income. It seemed de- 
sirable to set a minimum into which category such states 
could be gathered and a maximum was fixed to remove the 
possibility of any state assuming a disproportionate share 
of the expenses, tending thus to establish a dominant posi- 
tion in the organization, with a diminution of the interest 
of the other states. 

A unit system of expressing each state’s contribution 
was adopted in preference to the percentage system so as 
to conveniently assess member states, with particular ref- 
erence to those entering the organization after the prepara- 
tion of the budget. The budget of the organization may be 
increased by the council to the extent of the contributions 
of such new states when received. 

Finally, the various delegations attending the assembly 
meeting were asked to agree on the place in the scale which 
had been allocated to them. This was considered desirable 
as states would be more likely to meet their contributions 
promptly if satisfied that their place in the scale was such 
that it compared favourably with the position of other 
states of like status, and, that their position in the PICAO 
scale was comparative to that in the scales of other inter- 
national organizations. 

Following is a summary of the budget together with the 
scale of contributions of member states: 


Budget 1946-47 
Expenses of interim assembly 50,000 
900,000 


Salaries : 
Travel and removal 115,000 
275,000 


General administrative expense . . 
Regional organization expenses 200,000 
35,000 


Furniture and equipment 
Reserve for new projects and unforeseen expenses 225,000 


Estimated total expendituré for 1946-47 $1,800,000 
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LESS: Estimated receipts from the sale of publi- 
cations 40,000 


$1,760,000 
200,000 


$1,960,000 


Scale of Contributions 1946-47 


Working 
General Capital 
Units Fund Fund Total 

Afghanistan z $ 5,866 $ 667 $ 6,533 
Dominican Republic 1 5,866 667 6,533 
El Salvador 5,866 667 6,533 
Haiti 5,866 667 6,533 
Honduras 5,866 667 6,533 
5,866 667 6,533 
5,866 667 6,533 
5,866 667 6,533 
5,866 667 6,533 
5,866 667 6,533 
5,866 667 6,533 


Luxembourg 
Nicaragua 
Paraguay 


bet et et ep 


11,734 1,334 13,068 
11,734 1,334 13,068 
11,734 1,334 13,068 
11,734 1,334 13,068 


Bolivia 
Ethiopia 
Philippines 


b© bo be bY 


17,600 2,000 19,600 
17,600 2,000 19,600 
17,600 2,000 19,600 
17,600 2,000 19,600 
17,600 2,000 19,600 


Colombia 


Iraq 
New Zealand 
Venezuela 


CO 8 Go 68 tO 


23,467 2,666 26,133 
23,467 2,666 26,133 
23,467 2,666 26,133 
23,467 2,666 26,133 
23,467 2,666 26,133 


29,334 3,334 32,668 
29,334 3,334 32,668 
29,334 3,334 32,668 
29,334 3,334 32,668 


35,200 4,000 39,200 


46,933 5,333 52,266 
46,933 5,333 52,266 
46,933 5,333 52,266 
46,933 5,333 52,266 
46,933 5,333 52.266 


Argentina 58,667 6,666 65,333 
Australia 58,667 6,666 65,333 
58,667 6,666 65,333 
58,667 6,666 65,333 


Denmark 
Egypt 
Poland 
Portgual 


Mexico 


Belgium 
South Africa 
Sweden 
Switzerland 


CoOnDmDnDmn A ANNI LRP Pp 
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10 58,667 6,666 65,333 
10 58,667 6,666 65,333 


15 88,000 10,000 98,000 
15 88,000 10,000 98,000 
15 88,000 10,000 98,000 


United Kingdom 30 176,000 20,000 196,000 
United States 45 264,000 30,000 294,000 


300 $1,760,000 $200,000 $1,960,000 


International Assistance 

One of the more interesting problems that faces the 
organization is the method by which mutual aid will be 
provided in the building and maintenance of air navigation 
facilities along international air routes in the territory of 
nations that are at present unable to finance these facilities 
and services. The organization has established a commit- 
tee on the joint support of air navigation services to con- 
sider these problems. The first case before it is that of 
Greece. The government of this country has requested 
technical and financial assistance for the construction of 
runways, the erection of buildings and hangars on an air- 
port situated along a main international air artery. PICAO 
is now investigating the request and its bearing upon in- 
ternational aviation and is consulting the interested mem- 
ber states of PICAO with a view to determining the extent 
of their interest and the manner in which such a project 
would be financed. The cost of investigating these re- 
quests for aid will be paid for from the general fund of 
the organization with any capital expenditure, or expendi- 
ture for the maintenance and continued operation of facili- 
ties being borne only by the interested states, either in 
cash or in kind, in proportions to be agreed upon. 

The regional conferences have recognized the need for 
the provision of ocean weather stations, which meteorolo- 
gists have advocated for proper forecasting in the North 
Atlantic. Such a project can run to several million dollars 
a year and the maintenance of regular meteorological posts 
in remote uninhabited areas and the support of radio aids 
to navigation and the up-keep of aerodromes serving no 
commercial purpose but needed only as safeguards and al- 
ternatives or as refuelling points, can add millions more. 
There is nothing in the past history of international collab- 
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oration in peacetime to prepare for operations on such a 
scale—yet this necessity must be faced, and most of these 
services must be supported internationally or they will not 
be supported at all. The manner in which these operations 
should be conducted, the method of financing and the safe 
and economical expenditure of funds provided will be the 
subject of continued study by the secretariat and the coun- 
cil of PICAO. 

In a physical sense, PICAO is going through the grow- 
ing pains of a young, rapidly-expanding body. Shortage 
of office and living accommodation, notwithstanding the 
co-operation of federal, provincial and municipal authori- 
ties, as well as the organizational phase through which it 
is passing, makes its functioning more difficult. But within 
the not too distant future it is the expectation that with 
permanent quarters and full recruitment of a broadly inter- 
national staff Montreal will become the nerve centre of inter- 
national civil aviation. 


Fish Canning and Reduction Accounts 


The following constitutes a lesson provided by The Institute of 
Chartered Accountants of British Columbia for its students, 
and is published here by kind permission of the 
Institute. 

“qyNCORHYNUS” is the biological family name for the 

Pacific salmon which, until 1864 when it first appeared 
on the market in cans, was little known or appreciated as 
a fresh sea-food except by coast natives and a few English 
and American traders. Salt salmon in barrels had attained 
a fairly wide distribution prior to that year, but it was 
the introduction of the canning process which was respon- 
sible for the development and present place of canned sal- 
mon as one of the foremost contenders for supremacy in 
world markets of fishery products. 

The five major species of the Pacific salmon family in 
the order of their value for canning purposes are as fol- 
lows: 

Average Weight 
in Pounds 
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In certain districts a species of the salmon or trout 
family, known as the steelhead, is also packed in sufficient 
quantities to warrant mention. In general, however, the 
number of cases of steelheads canned represents a very 
small percentage of the total pack. 

Little is known of the life and habits of the Pacific sal- 
mon once they have attained an age, varying according to 
the species, of from a few months to two years and have 
left their native streams to spend the major portion of their 
lives in the ocean. When maturity is attained, the salmon 
prepares to leave the sea for the spawning grounds. One 
of the inexplicable phenomena of nature is the ability of 
these fish to return, after their wanderings, to the scene 
of their birth, where they spawn and then die. In many 
instances, this last migration may cover many hundreds of 
miles and their habit of assembling close to shore before 
commencing the final upstream stage of their journey pro- 
vides the opportunity for catching them in quantities. 

Salmon do not feed after leaving the ocean and in conse- 
quence must depend upon stored reserves of oil and fat 
for sustenance during the remainder of their journey. Fre- 
quently this takes them to the headwaters or higher tribu- 
taries of some of the larger Pacific rivers and streams. 
The oil content and other forms of stored energy reserves 
appear to bear a relationship to the distance to be travelled 
to spawning grounds. 

This habit of assembling or “schooling” creates what is 
known in the salmon fishing industry as a “run”. These ' 
runs take place almost entirely in the months from May to 
November inclusive, and principally in July and August 
at which time the canning season attains its peak. The 
tendency of certain species to appear most abundantly at 
intervals of from two to four or five years, has resulted in 
what is termed “cycle” years. The pack in non-cycle years 
is comparatively small. 

The sockeye, pink and chum seasons are the periods dur- 
ing which the bulk of the year’s catch is packed. In each 
of these seasons, the fish of the species named predominate, 
although small numbers of other species may also be taken. 

The runs of the various species, in the areas or districts 
into which the British Columbia coast has been divided, 
take place mainly in the following months: 
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Species District Months 
Sockeye West coast of Vancouver Island May-June 
Northern area June to early August 
Fraser River July to early September 
Cohoe All coast districts (by troll) June 
All coast districts (by seine and August, September and 
gillnet) October 
Pinks All coast districts Late July and August 
Chums All coast districts Late August to Novem- 
ber 
Springs Northern districts January to May, also 
West coast of Vancouver $by troll August and September 
Island 


Methods of Catching 

(Note: In the fishing industry the word “net” usually 
denotes “fishing net” while the word “nett” refers to quan- 
tity or value as in the case of “nett profit’’.) 

Various methods are employed in catching salmon. 
Springs and cohoes are the only varieties taken by trolling 
with hook and line. The fishing boats used for this pur- 
pose average from 30 to 50 feet in length and are fitted with 
four to six long poles to which lines and spoons are at- 
tached. All other species making up the great majority of 
the pack are caught in nets. A brief description of the 
various types of nets used follows: 

Gillnet. This consists of linen webbing, different sized 
meshes being used depending on the variety of fish sought. 
Corks or floats are attached at intervals along the top edge 
and the bottom edge weighted with a lead line. Fish large 
enough to be caught in the meshes of this net are unable to 
pass through and cannot withdraw when their gills become 
entangled. Because of its comparatively low price, and the 
lesser cost of the small power boat or sailing skiff used in 
conjunction therewith, the gillnet is the most widely used 
type of gear. Gillnets average 1,200 feet in length and 
approximately 25 feet in depth. 

Purse Seines. These nets vary from 900 to 1, 500 feet 
in length and from 25 to 80 feet in depth. Because of their 
size and weight they require larger boats and equipment 
for handling. Seine boats range from 50 to 75 feet in 
length and are fitted with a turntable and boom. When a 
“school” of salmon is detected a skiff, to which one end of 
the net is attached, is released and a circle then described 
around the fish by the seine boat. Both ends of the purse 
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line or rope, which runs through large rings attached to the 
bottom of the net, are then drawn in to form the “purse’’, 
from which the fish are removed by a large brail or dipnet. 

Dragnet or Beach Seine. This type of net is not largely 
used but is adaptable where conditions favour its use. The 
principle is somewhat similar to the purse seine except 
that it has no purse rings and is usually fastened by one 
end to the beach. A semi-circle is then described around 
the salmon after which they are drawn up on to the beach. 


Pound Net or Trap. This type of net is largely used in 
Alaska, being prohibited in Canada, except in one area. 
Wire netting or fabric is hung vertically to form a maze 
into which the fish pass but are unable to escape. The 
construction of the floating type is similar to the standing 
type except that the netting of the latter type is attached 
to poles driven into the bottom of shallower waters where 
fish are known to run. 

Packing 

Salmon canning has developed to such an extent that, 
except for certain grades of fancy salmon which are usually 
hand filled, the bulk of the catch is almost entirely packed 
by machine. After being sorted into species, conveyors 
carry the fish from the scows or fish packing boats to bins, 
from which they are drawn into flumes and carried to the 
“iron chink”. This machine removes the head, tail, fins 
and fiscera, at the same time cleaning and splitting the 
fish. They then pass over a table where washing and in- 
spection takes place, before being delivered to the cutting 
and filling machines. These may be separate units or a 
combination cutter and filler in which the dressed fish is 
cut to size and placed in the can along with a measured 
quantity of salt. In larger plants automatic weighing ma- 
chines are usually installed at this point over which each 
can passes, any slack or underfilled cans being diverted. 
Properly filled cans continue on to the clincher where the 
can top is lightly affixed. Thereafter they pass through a 
washer into the vacuum closer where the air is automatic- 
ally extracted and in which rolls complete the clinching 
and sealing of the cans. After another cleaning in a hot 
chemical solution the cans are placed in trays or “coolers” 
and loaded on to narrow gauge railway trucks, which are 
then pushed into large steam retorts. Here the first and 
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final cooking takes place. After one last washing the cans 
are ready for labelling and boxing. Canned salmon is sub- 
ject to rigid government inspection before sales can be made 
either in domestic or foreign markets. 

The fishing industry ranks fourth in importance in Brit- 
ish Columbia as a producer of primary products. To attain 
this position large initial expenditures have been necessary 
for the establishment of cannery sites, wharves, fishing and 
floating equipment. 

Success in the salmon canning and meal and oil reduc- 
tion sections of the industry therefore favours the corporate 
form of organization with its greater facilities for obtain- 
ing adequate financing. 

Besides the investment in plant and equipment, consid- 
erable sums must be expended annually at each cannery in 
preparation for the ensuing season without any assurance 
of a favourable outcome. For this reason it is advantag- 
eous to have canneries or reduction plants situated at a 
number of strategic points, so that operations may be cur- 
tailed at plants where results are not favourable and efforts 
concentrated at other points where heavier “runs” of fish 
are taking place. Such a policy requires that “manage- 
ment” be in possession of up-to-the-minute information 
concerning all phases of operations at each cannery. This 
entails the maintenance at head office of a duplicate of each 
of the cannery general ledgers or alternatively a system 
providing such control and detailed accounts as are required 
for the preparation of individual cannery or reduction plant 
operating statements; also combined operating figures of 
all operations and monthly balance sheets of the company 
as a whole. 

Cannery Accounts 

As the fishing and canning operations take place in 
areas adjacent to, or at the cannery, the accounts main- 
tained at the canneries are dealt with first. The system 
described employs conventional branch accounting prin- 
ciples in which inter-office accounts are maintained between 
each cannery and head office. The following records are 
kept at the canneries. 
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Synoptic report 
General ledger 
Personal or fishermen’s ledger 
Fish ledger— 
Book fish 
Cash fish 
Payroll book 
Coupon register (commissary purchases) 


Excepting the synoptic report which is fully dealt with 
subsequently, the personal or fishermen’s ledger and the 
fish ledger are the only records differing in form and func- 
tion from records of a similar nature, usually encountered 
in other businesses. 

Personal or Fishermen’s Ledger. All personal accounts 
including those with fishermen are maintained in this 
ledger. Debits consisting of charges for cash advances, 
coupons, nets and supplies are posted thereto. At the end 
of the season book fish fishermen’s accounts are credited by 
journal voucher with the total of their earnings for fish de- 
livered to the cannery, obtained from the fish ledger. A 
settlement of balances due is then effected. 

Fish Ledger: Book Fish. Fish “pass-books” are issued 
to each fisherman at the commencement of the season, in 
which all fish delivered to the cannery collecting boats or 
wharf tallymen are entered and initialled for. Periodically 
(usually weekly) these “pass-books” are turned in to the 
cannery office to see that they are in agreement with the 
fishermen’s fish ledger account, which has been written up 
daily from boat tally sheets. The ledger sheet is in columnar 
form and shows, by species, the quantity and value of each 
day’s deliveries. During the season no entries are made in 
the cannery books to record the liability for book fish. 

Fish Ledger: Cash Fish. The ledger sheet is the same 
as for book fish. Quantities and amounts of individual cash 
purchases or totals of cash fish book sheets, hereafter de- 
scribed, are entered under the appropriate species heading, 
the grand totals of which agree with the cash items in raw 
fish account in the general ledger. 

Synoptic Report. This form is prepared in duplicate and 
is in effect a control sheet on which all cannery transactions 
are recorded in detail or in summary form from original 
sources as follows: 
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Cash received voucher 
Cash paid voucher 
Cannery draft 

Journal voucher 


It consists of a columnar journal sheet drawn up under 
the following headings: 


Assets and liabilities control ............ Dr. and Cr. 
RRCMONEE SOMO o5.cccess von Sos sos cb0ee0 Dr. and Cr. 
I tS ihe avai ee esa 7 eae GAS a olk roles Stans 
Journal or cash voucher number ........ 
NI aie cate are ecusausisra.b@ 2" 25S G 7 a SAO 
I a es ghee hes diay a6 ouacaoa sab eh RAO 
EN CO 559i Sale Saleh sere daw weaaatad Dr. and Cr. 
RA Seas Sigs eine Roos Gcn eter danakamen yr. and Cr. 
MEI oy Diao a tte la wie RS wea Cr. 
NE ION Sia 5cnas oe oa dr ekeecee ates. 
PE NERD cei nies So Kern Seca crialey xe ele Dr. and Cr. 


Cash transactions are entered thereon in detail, from serial- 
ly numbered cash received or paid vouchers or from can- 
nery draft stubs. Where the volume of cash fish purchases 
is large, a columnar cash fish book is used on which quan- 
tities and amounts are analyzed by species of fish corres- 
ponding with the fish ledger sheet columns. When de- 
tached, the original sheet together with accompanying cash 
paid vouchers forms a summary of cash fish purchases for 
a given period, in support of the total entered on the syn- 
optic report. 

All other transactions are recorded by journal voucher 
giving necessary descriptive narrative, or supported by 
original sheets abstracted from various subsidiary records, 
also prepared in duplicate, e.g. payroll book, stores sales 
and issues summaries, etc. 

Postings are made from the synoptic report or journal 
vouchers direct to the cannery general or personal ledgers. 

A large proportion of head office entries affecting can- 
neries consists of charges for operating materials and sup- 
plies, etc. A separate invoice account is kept in head office 
books for each cannery. An invoice statement form is pro- 

‘vided, the left hand side of which is in ledger form. The 
use of mechanical bookkeeping equipment permits the pre- 
paration of this statement at the same time as ledger post- 
ings are made to the cannery invoice account. The right 
hand side of the invoice statement is in columnar form on 
which the distribution of each invoice is entered at the can- 
nery (after routine approvals as to receipt of goods and 
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the account to be charged have been obtained from the 
stores man or cannery foreman). A journal voucher is 
then prepared by the cannery bookkeeper giving effect to 
the distribution. All charges must be accepted by the can- 
nery, any excess or improper items being adjusted by jour- 
nal voucher originating at the cannery, copies of which 
are forwarded to head office as well as to any other cannery 
affected. This procedure simplifies reconciliation of inter- 
account balances between head office and canneries, by 
eliminating differences due to individual invoices in transit, 
not being taken up. 

A monthly trial balance is abstracted and forwarded to 
head office on a standardized working sheet form, on which 
columns are provided for cannery balances (Dr. and Cr.), 
head office adjustments (Dr. and Cr.), and adjusted balances 
(Dr. and Cr.). This trial balance is divided into sections 
in which the individual accounts are listed in ledger order 
under the following headings and sub-headings: 


Assets and Liabilities ! 
Sundry inventory accounts, etc. 


Operating See schedules 1 and 2 for speci- 
Fishing and collecting costs men chart of cannery and reduc- 
Unit costs tion plant accounts. 


Plant costs 
District costs 
Sundry costs 
The totals of these sections are carried to a final balanced 
summary of all ledger balances consisting of: 
Assets and liabilities control 
Operating control 
Personal ledger control 
Cash 


Drafts issued 
Head office account 


The balances shown opposite these headings must agree 
with the cumulative column totals of the last synoptic re- 
port. 

At the year end all cannery operating accounts are closed 
to head office where individual cannery and combined cost 
of pack statements are prepared from the ledger figures, 
so transferred. From information contained in the cannery 
accounting records cost distributions are also prepared in 
which costs are allocated to the various species on direct 
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and arbitrary bases, applied in a consistent manner in each 
year. The subject of the distribution of direct and over- 
head expenses in arriving at unit costs of the various sizes 
and species (including grades) of salmon produced, is one 
in which considerable difference of opinion will be found to 
exist in practice. Provided the basis appears reasonable 
and the yearly variations in unit prices of the sizes and 
species are not too great they may be accepted by the aud- 
itor (after completion of usual detail verification proced- 
ures) for purposes of inventory valuation, as mentioned 
subsequently. 

Budgetary Control. Budgets may be prepared, based on 
past experience and on an anticipated run of fish and are 
valuable to the management only as an indication of the 
trend of production and costs. 

Difficulties in Determining Species Costs. The difficul- 
ties which attend any attempt to distribute the joint costs 
of products, consisting of various sizes and species, are 
aggravated in the salmon industry by the existence of the 
diverse conditions found on the different parts of the Pacific 
coast. 

In addition there is little direct relationship in the 
monthly accounts between the expenditure of money and 
the production of canned salmon. The bulk of a season’s 
catch may be taken during a period of two or three weeks 
while the expenses of operating the plant may have ex- 
tended over six months. It is therefore obvious that any 
attempt to produce monthly cost accounts would almost 
invariably prove valueless as an indication of species costs, 
and that the only logical period or unit of time for a state- 
ment of operating costs, is the completed season. 

These factors have doubtless contributed to the lack of 
uniformity of practice in determining species costs which 
prevails in the industry in British Columbia. Since no gen- 
erally accepted formula appears to exist, a recital of the 
principles involved is all that is required. 

For this purpose the various elements of cost (see 
schedule 1) are divided under three basic classifications 
comprising eight sub-headings, as follows: 

Direct Expenses 

Raw fish 


Unit Costs 
Fishing and Collecting Expenses 
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Fishing expenses 
Collecting costs 
Fish camp expenses 
Indirect Expenses 
Plant expenses 
General and administrative expenses 
Depreciation 


and the principle of distributing expenses directly ‘wher- 
ever possible” employed. The foregoing expenses are 
briefly dealt with hereunder in the above stated order. 
Direct Expenses 

RAW FISH. It is many years since the principle of pay- 
ing different prices for different species of raw fish was 
established. Apparently, so far as historical records are 
available, no sound basis other than sales demand exists for 
the variation between the prices paid for different species 
of similar weight. Over the course of years the red sock- 
eye salmon has established itself as the preferred fish in 
most markets and it consequently commands a higher price 
than the lower grade species. 

No difficulty is apparent in the distribution of the costs 
of raw fish to the various species. The fish are purchased 
direct from the fishermen and the distribution to the proper 
species is a mere matter of bookkeeping. As raw fish costs 
form such an important part of the total cost the subject 
of “fishing settlements” is covered separately in appendix 
A. 


Commencing with the 1945 season all species of fish will 
be purchased by weight. 
UNIT Costs. The expenses classified under this sub- 


heading include: 


Cans and cases 

Freight on cans 

Contract labour 

Freight from cannery to shipping point 

Other miscellaneous expenses that are susceptible of direct 

allocation. 

No difficulty appears to exist in the distribution to 
species costs of these expenses. The cans and cases and 
the contract labour are the two largest items on the list 
and the various contracts provide for varying rates for the 
several species and sizes. 

Fishing and Collecting 

FISHING EXPENSES. These consist of: operating costs 

of seine boats and gillnet boats, including charters and sup- 
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plies, less credits; net purchases and cost of preparation, 
less credits; captain’s bonus, transportation of crew, etc. 

COLLECTING EXPENSES. These consist of: cost of oper- 
ating collecting boats and scows including charters; ice 
supply and miscellaneous. 

To a substantial extent, the expenses classified under 
the foregoing heading will be found to be distributable on 
a “direct” basis. This is possible where the fishing equip- 
ment is used predominantly for a particular run of one 
species of fish, in which event all of these costs incurred 
during the period of the “run” will be allocated to the rele- 
vant species costs. 

An arbitrary distribution becomes necessary in the case 
of “mixed runs” and for any balance of fishing and col- 
lecting expenses not distributed as a result of the applica- 
tion of the “direct wherever possible’? method. 

Indirect Expenses 

The expenses classified under this heading include the 
following: 

PLANT COSTS 

Cannery manager 

Cannery bookkeeper 

Foreman and other white labour 

Transportation of cannery crew 

Plant licenses 

Insurance 

Rentals of machinery 

Repairs and maintenance 

Heating 

Light and water 

Property taxes 

Mess house 

Credits for operation of store, post office and sales 
of gas and oil. 

GENERAL AND ADMINISTRATIVE EXPENSES. Proportion 
of head office expenses applicable to the plant. 

DEPRECIATION. This item includes depreciation on the 
cannery plant, buildings and equipment, etc.—distributed 
generally on a physical basis. 

The total expenses listed above and embraced by the 
classification of indirect expenses are incurred on those 
phases of the operation which are incidental to and part 
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of the unavoidable costs of packing all kinds of fish, re- 
gardless of their relative volume, value, or time spent on 
their production. It will be seen that the classification in- 
cludes the plant costs and a proportion of the head office 
expenses and depreciation. As these expenses in the ag- 
gregate are likely to approximate 18% of the entire cost 
of pack, it is evident that their distribution over the several 
species of fish is a matter of importance. They form, in 
fact, so large an element in the costs, that unless there is 
some uniformity of practice in their distribution to the 
several species, the operations of two canneries working 
under similar conditions might show varying results. 

In practice the methods of distribution vary widely and 
numerous bases of allocation are employed, of which the 
following are examples: 

The “per case” basis wherein the indirect expenses are distributed 

to all species and grades proportionately on the total number 
of cases produced regardless of species or grade. As a result, 


the other elements of cost of individual species having low or 
high sales values are increased by the same amount per case. 


The “seasonal” basis wherein the indirect expenses incurred dur- 
ing the period or season during which each of the various 
species predominate, are allocated to the predominant species. 


The “weekly per case” basis wherein the total of the indirect ex- 
penses for the entire fishing season is divided by the number 
of weeks actually devoted to fishing and the resulting (week- 
ly) proportionate amount allocated to the various species 
actually packed during each week, on a per case basis. 


The “sales realization” or “market value method” wherein the 
indirect costs are distributed to species and grades proportion- 
ately on the total market values obtained by multiplying the 
total production of each species by its respective net selling 
unit value. 

Head Office Accounts and Records 
Relatively few companies in the fishing industry in 
British Columbia publish their accounts, consequently, the 
number of annual reports available for study as lesson 
material is limited. As conventional accounting treatment 
is given to many of the accounts comprising the items ap- 
pearing on that attached balance sheet of a fishing company 
(Exhibit B) special features only, will be dealt with, as 
follows: 
Inventories 
Quantities 

The verification of quantities of canned fish products 

on hand does not usually present difficulties. Handling 
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and accounting for salmon stocks are facilitated by uniform 
packaging methods and a well organized accounting system 
will provide particulars as to the quantity (in cases) of 
the various sizes, species and grades of canned fish pro- 
duced, the shipments therefrom, and the number of cases 
remaining on hand at canneries, in company warehouses, 
or in the custody of public docks, at terminal dates. 


Transfers between canneries and shipping points are 
also recorded in the quantity control records from bills of 
lading, etc. As large portions of the inventories are fre- 
quently stored in public docks at balance sheet dates, con- 
firmation of the quantities on hand from independent sour- 
ces is possible; the remainder being confirmed by certifi- 
cates from the custodians of consignment stocks or by re- 
sponsible officials of the company. 


Quantity Control Records. In normal times the distri- 
bution of canned salmon is world-wide and the accounting 
system and statistical records maintained must be designed 
so that complete information will be available for all ad- 
ministration purposes. 


A general understanding of the principles involved will 
be obtained from the following brief description of one 
such quantity control system, which has the merit of com- 
bining all the requisite information in one self-contained 
unit. 


Three main quantity control accounts are maintained 
as follows: 


Inventories (Quantities only) 
Unsold goods = a 
Undelivered sales 


“cs “ 


with which the totals of the balances appearing in the de- 
tailed subsidiary records are periodically balanced, usually 
monthly. 

The bookkeeping in these “quantity” accounts and the 
sources of information from which the particulars are com- 
piled are given in the following specimen entries. 


Inventories 
(By location) 
(Segregated as to sizes, grades and species).. —_ 
To Unsold goods 
(Memorandum control account—no subsidiary accounts) 
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Entry compiled from production reports 
Unsold goods 
(Memorandum control) 
To Undelivered sales ae 
(By customers and countries) 
Segregated as to sizes, grades and species showing 
contract prices for each as memoranda. 
Entry compiled from sales contracts 
Undelivered sales 
(As above) 
To Inventories 
(As above) 
Entry compiled from delivery orders. 


. Pricing of Inventories 

FIRST BASIS. Some companies value the whole of their 
inventories at the lower of cost or market regardless of the 
fact that a large proportion of their stocks may have been 
sold under firm sales contracts and only require to be de- 
livered (frequently alongside or on to ships) in order to 
complete the sales transaction. 

SECOND BASIS. Other companies adopt the practice of 
valuing the “sold” portion of their inventories at net selling 
values of the individual sizes, grades and species and the 
“unsold” portion at cost or market prices whichever is the 
lower. 

THIRD BAsIs. A third basis wherein all stocks, whether 
sold or unsold, are valued at net selling values is also used. 

The first named basis will normally prove to be the more 
conservative and should result in a fair distribution of 
profits as between years, provided that quantities and 
species remaining on hand, at terminal dates, do not vary 
too widely. 

The second basis is frequently employed although the 
contention often advanced that this procedure tends to an- 
ticipate profits is not without pertinence. This is particu- 
larly true where, as in the case of salmon sales contracts, 
a tendency towards laxity in their strict enforcement is 
often observed. 

The third basis is not frequently used, except as a means 
of checking the accuracy of an inventory computed on the 
second basis. The principle of recording inventories at 
the anticipated net amount to be realized is not consistent 
with good accounting practice. 

In each of the bases described above, the unit costs or 
net market values referred to are obtained either from the 
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cost distribution records or from the “undelivered sales” 
records (previously described). 

Sales Contracts and Methods. Canned salmon is usually 
sold to yield a net selling price at the point of shipment 
(usually Vancouver, B.C., for British Columbia salmon). 
To this figure, the following sales realization expenses are 
added to give the gross sales price paid by the purchaser 
(almost invariably under contract) in the country of pur- 
chase. 


Commissions 

Reclamations and claims 

Advertising 

Discounts 

Consignment expenses 

C.LF. and E. (i.e., carriage insurance freight and expense) 


From the foregoing formula it will be seen that the 
price paid in the various countries in which salmon is 
marketed is affected to a large extent by the distance from 
the point of shipment. 

Depreciation. Usual straight line depreciation methods 
appear to be favoured in the industry, in which normal 


rates allowed by the Dominion income tax authorities are 
most consistently used. 
Balance Sheet 

STORE MERCHANDISE, NEW NETS, PACKING MATERIALS, 
ETC. These are usually valued at the lower of cost or market 
prices. 

USED NETS, GILLNET BOATS, FISHING AND OPERATING 
SUPPLIES. 

Used nets: Some companies follow the practice of writ- 
ing off to operating account the cost of all new nets as 
they are put into use, making no adjustment to record the 
value of used nets on hand at the year end. Other com- 
panies value each of the nets remaining on hand at the 
end of the season according to some plan which endeavours 
to take into account the actual amount of deterioration 
which has taken place during each season. Operating ac- 
count is charged with all new nets put into service, and 
credited with the inventory value of used nets on hand at 
the year end. As conditions are different in each fishing 
district the periods of useful life of nets vary considerably. 

Gillnet boats: These boats consist principally of skiffs 
and smaller power boats which are continually being added 
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to, damaged beyond repair or lost. For this reason some 
companies adopt the practice of inventorying them annually 
at valuation which take into account their condition and 
adjusting the relevant general ledger accounts for increases 
or decreases in the inventory values by a credit or debit 
to operating account. In such case all additions during the 
year, are charged to operating account. Other companies 
follow the practice of depreciating them, usually on a 
straight line basis. 

Fishing and operating supplies: Perpetual inventory 
controls are difficult to apply in the fishing industry on ac- 
count of the frequent periods of extreme pressure on can- 
nery crews, when large “runs” of fish are taking place. 
For this reason purchases of fishing and operating supplies 
are usually charged to operating account and adjustments 
made to record the relevant inventories at the year end. 

Accounts receivable 

Advances to fishermen: Due to the uncertain and haz- 
ardous nature of their work, a large number of fishermen 
are obligated to the company, frequently over a long period 
of years. Substantial advances are also made early in each 
year to enable fishermen to prepare for the ensuing fishing 
season. Some companies write these amounts off to op- 
erating account, which is subsequently credited with 
amounts recovered from fishermen. Other companies charge 
all advances to accounts receivable—fishermen, and provide 
reserves for estimated losses arising from doubtful fisher- 
men’s accounts. Usual valuation procedures (wherein pro- 
visions may be made for accounts outstanding, beyond the 
normal credit period), do not apply in the case of fisher- 
men’s accounts. Here, provision is frequently made for all 
accounts not covered by security in the form of mortgage 
on gasboats or liens on nets, particularly where an increase 
over the balance outstanding at the close of the previous 
year, is reflected. 

Meal and Oil Reduction. The problems in the meal and 
oil reduction division of the fishing industry are similar 
in many respects to those in the salmon, etc., canning di- 
vision. Various kinds of meal are produced according to 
the species of fish being reduced, which are used chiefly in 
the dairying and agricultural industries for cattle feeding, 
etc., and as fertilizers. The various types of oil produced 
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are used for medicinal, and agricultural purposes and in 
the manufacture of soaps and edible oils, etc. 


In addition to the raw fish especially caught for reduc- 
tion purposes (mainly herring and pilchards) large 
amounts of “offal” or waste material (including a certain 
amount of spoiled fish) from the salmon canning operations 
are treated in the reduction plant. 


Raw Fish. Costs are frequently allocated between the 
two main products on a weight basis and overhead on a 
basis closely resembling the “sales realization” method. 


Special problems also arise in connection with the in- 
ternal accounting control over certain of the “high po- 
tency” oils which are extremely valuable. This entails the 
maintenance of perpetual inventory records and joint cus- 
tody of the products. 

A specimen chart of accounts for a reduction plant op- 
eration is given in Schedule 2. 


SCHEDULE 1 


SPECIMEN CHART OF ACCOUNTS FOR 
SALMON CANNERY 


SUBSIDIARY ACCOUNTS COVERED BY ASSETS & LIABILITIES’ 
CONTROL: 
Store coupon stock 
Gas and oil coupon stock 
Store sales 
Store purchases and salaries 
Store issues 
Gas and oil purchases and salaries 
Gas and oil issues 
Gas and oil sales 
Cans and boxes 
Store inventory 
Gas and oil inventory 
Drums inventory 
Salt inventory 
Lacquer and naphtha inventory 
Fuel inventory 
Sundry packing material 
Repair and maintenance parts inventory 
Gillnets inventory 
Seines inventory 
Boats inventory 
New season 
SUBSIDIARY ACCOUNTS COVERED BY OPERATING CONTROL: 
1. Fish: 
Raw Fish Credits 
Raw Fish 


2. Fishing Costs: 
Gillnet materials 
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Gillnet labour 

Gillnet gear credits 

Boat materials 

Boat labour 

Allowance in lieu of boat rent 
Boat credits 

Gillnet licences 

Seine net materials 

Seine net labour 

Seine gear credits 

Seine skiff costs 

Seine boat operating 

Seine boat credits 

Share of gas and oil used 
Share of seine licences 
Captain’s bonus 

Transportation net and boat crews 
Transportation fishermen 
Miscellaneous fishing expense 
Fish camp expense 

W.C.B. fishing costs 

Profit on raw fish sold 
Provision for bad debts—fishermen 


. Collection Oosts: 
Power boats 
Scows 
Ice 
Com. in lieu of charter 
W.C.B. collecting costs 


. Unit Costs: 
Cans and boxes 
Freight up on cans 
Contract labour 
Lacquer and naphtha 
Power supplies 
Salt used 
Misc. packing material 
Freight down 

. Plant Costs: 
Plant labour 
Transportation 
W.C.B. plant costs 
Plant licence 
Rental on leased machinery 
Repairs and maintenance 
Office expense 
Miscellaneous expense 
Fuel other than canning 
Miscellaneous credits 
Taxes, leases and water 
Camp expense 
Insurance on plant 
Post office revenue 
Gas and oil credits 
Ice making and sales 


. District Costs: 
District service boat 
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Telephone and telegraph 
District travelling 
Miscellaneous expense 

. Sundry Costs: 
H.O. overhead 
Carrying charges 
Depreciation 


SCHEDULE 2 
SPECIMEN CHART OF ACCOUNTS FOR 
REDUCTION PLANT 
SUBSIDIARY ACCOUNTS COVERED BY ASSETS & LIABILITIES’ 
CONTROL: 
Store coupon stock 
Gas and oil coupon stock 
Store sales 
Store purchases and salaries 
Store issues 
Gas and oil purchases and salaries 
Gas and oil issues 
Gas and oil sales 
Bags and twine 
Store inventory 
Gas and oil inventory 
Drums inventory 
Salt inventory 
Fuel inventory 
Sundry packing material 
Repair and renewal parts inventory 
Seines inventory 
New season 


SUBSIDIARY ACCOUNTS COVERED BY OPERATING CONTROL: 


Fishing Costs: 
Net materials 
Net labour 
Captain’s bonus 
Transportation 
W.C.B. assessment 
Miscellaneous expense 
Power boats 
W.C.B. power boats 


Unit Costs: 
Power supplies 
Bags and twine 
Freight down 


Plant Costs: 

Plant labour 
Transportation 
W.C.B. assessment 
Plant licence 
Repairs and renewals 
Office expense 
Miscellaneous expense 
Miscellaneous credits 
Taxes, leases, and water 
Insurance—plant 
Messhouse 
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Raw fish 

H.O. operating credits 
H.O. overhead, etc. 
Depreciation 


LESSON ASSIGNMENT FOR STUDENT 

1. (a) Are entries recording the cost of “raw fish” al- 
ways made during the fishing season as fish are delivered 
to the cannery by the fishermen? 

(b) If not, describe another method employed. 

2. (a) Would you advise the adoption of a system of 
budgetary control for a cannery? 

(b) Should such a system take the place of statistical 
and cost records maintained for the purpose of determin- 
ing the costs of the various sizes, grades and species of 
canned salmon produced? Give reasons. 

3. Why are monthly operating statements likely to 
prove of doubtful value as an indication of the operating 
results at a cannery? 

4. Name the basic classifications comprising the ele- 
ments of cost referred to in the lesson material and show 
the sub-classifications into which they are divided for ac- 
counting purposes. 

5. State in your own words what you understand by 
the “per case basis” of distributing indirect expenses and 
what objections (if any) you would have to this method 
of distribution. 

6. (a) Name the three “bases” of valuing canned sal- 
mon inventories referred to in the lesson material and 
state. 

(b) Which one of the bases employed would you recom- 
mend for adoption by a client? 

(c) What objections have you to the adoption of the 
other two bases? 


EXHIBIT A 
BRITISH COLUMBIA PACKERS LIMITED 
(AS A CORPORATION) 
PROFIT AND LOSS ACCOUNT 
FOR THE YEAR ENDED APRIL 30, 1943 
Sales of salmon, herring, pet food, clams, and 
salmon and herring meal and oil, etc. ........ 
Less— 
Insurance, freights, storage, commissions, in- 
spection fees, claims, labelling, etc 
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Deduct— 
Cost of Sales: 
Inventory at beginning less estimated carry- 
ing charges 
Add— 
Canned salmon, etc., purchased 
Cost of pack 


Deduct— 
Inventory at close less estimated carrying 


charges 


Profit on sales 
Add 
Miscellaneous profits and income: 
Cannery store profits, etc. ................. 


Profit before selling, administrative and general 
expenses, etc. 
Deduct— 
Selling, administrative and general expenses: 
Selling expenses 
Management and executive salaries 
Office salaries 
Directors’ fees and remuneration 
Travelling expenses 
Telephone and telegraph 
Stationery, postage and miscellaneous expense 
Legal fees and expenses 
Audit fees 
Exchange and discount 


Profit before providing for interest, depreciation, 
etc. 

Deduct— 
Interest on bank loans, bills payable, etc. .... 
Bond interest 
Provision for depreciation 
Provision for current loss on subsidiaries 
Provision for bad debts 
Provision for taxes on income 


Profit for the year carried to earned surplus 
account—balance sheet 


EXHIBIT B 
BRITISH COLUMBIA PACKERS LIMITED 
AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEET AS AT APRIL 30, 1943 
ASSETS 
CURRENT AND WORKING ASSETS: 
Inventories— 
Canned herring, clams, anchovies, meal 
and oil, fresh and frozen fish, etc., on 
hand and on consignment, valued on 
the basis of (a) amount sold under 
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sales contracts at net selling value, 

(b) remainder at cost (excluding 

depreciation) or market’ value, 

whichever is lower $ 491,383.14 
Store merchandise, cans and boxes, 

new nets, packing materials, etc.— 

at cost or market whichever is 

lower 1,286,003.65 
Used nets, fishing and operating sup- 

plies—as valued by the management 187,564.10 


$1,964,950.89 
Unexpired insurance and prepaid items 22,963.98 
Sundry debtors— 
Bills and accounts receivable, advances 
to fishermen and others, secured and 
unsecured—less reserve 891,741.66 
Cash at banks, on hand and in transit 719,733.43 
——————_ $3, 599,389.96 
DEFERRED ASSET: 
Estimated refundable portion of excess 
profits tax—per contra 82,475.00 
CAPITAL ASSETS: 
Freehold lands at 1938 assed value .... $ 133,188.00 
Leasehold lands at nominal value 1.00 
Buildings, plant, machinery, 
etc. at replacement values 
as appraised in 1929 by the 
Canadian General Apprais- 
al Co. Ltd., less retirements 
and abandonments at such 
value, plus the cost of sub- 
sequent additions $5,083,562.29 
Floating equipment at book 
1,137,225.52 
$6,220,787.81 
Less— 
Reserve for depreciation 3,747,997.32 
— — 2,472,790.49 
Licences, trade marks, good- 
will, etc—at book values 1,108,793.09 
——_—_- 3,714,772.58 


$7,396,637.54 


BRITISH COLUMBIA PACKERS LIMITED 
AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEET AS AT APRIL 30, 1943 
LIABILITIES 
CURRENT LIABILITIES: 
Sundry creditors, including accrued 
SI MO i565 Woe Sea wa weleawws.< $ 856,883.22 
Reserve for taxes on income and other 
taxes (after payment of $201,024.56 on 
1942-3 taxes on income) 619,076.69 


$1,475,959.91 
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FIRST MORTGAGE BONDS: 
Aggregate principal amount which may 
be outstanding 


($1,000,000.00 Series A were issued 
of which $200,000.00 have been re- 
deemed; the remainder are avail- 
able for issue subject to terms and 
conditions of deed of trust and 
mortgage) 

Outstanding— 

First mortgage serial bonds payable 
$50,000.00 annually on December 1 
to 1944—redeemable at company’s 
option prior to maturity at 101%: 

44%4% Bonds 

Convertible 5% fifteen year firat mort- 
gage (sinking fund) bonds—matur- 
ing December 1, 1953 — redeemable 
at company’s option to December 1, 
1941 at 105% and thereafter at re- 
ducing premiums, to maturity; or 
convertible to December 1, 1943, at 
option of holders, into shares of 
the company 


CAPITAL AND SURPLUS: 
Capital— 
Authorized: 
390,994 Common shares— no par 
value 
Issued: 
136,279 Common shares—no par 
value 
Nore: 31,500 of the unissued com- 
mon shares are held against the 
conversion privilege to the holders 
of 5% First Mortgage Bonds 
Capital surplus— 
Arising from profits (net) on dis- 
posals of capital assets 
Deferred surplus 
Estimated refundable portion of excess 
profits tax—per contra 
Earned surplus 
Per statement attached 


CONTINGENT LIABILITIES: 


Bills under discount, endorse- 


ments and guarantees, 
ME “aitetascenes Seater e $639,938.10 


2,000,000.00 


100,000.00 


700,000.00 


3,600,000.00 


123,623.03 


82,475.00 


1,314,579.60 


800,000.00 


5,120,677.63 


$7,396,637.54 
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Fishing Settlements 


Salmon Gillnet Settlements 

The price paid for fish is governed by Union Agreement. 
The fisherman’s account is credited with the gross value 
of all fish turned in. He is charged with 10 per cent of the 
gross for income tax, various purchases made during the 
season such as coupons, store account, sundry net loft 
issues, etc. Most good fishermen purchase a new net each 
year and are charged two-thirds of the value of the net 
on their settlement at the end of the season. The next 
season this net is returned to the Company. 


Salmon Seine Settlements 

The price paid for fish is governed by Union Agreement. 
The gross value of the fish caught is credited to the seine 
boat’s account and distributed on an 1l-share basis: 7 
shares for the crew, 21% shares for the boat, 114 shares for 
the net. Usually a seine boat crew will fish with a crew of 
7 men and occasionally with 6. A captain’s bonus of one- 
eighth the boat and net share is paid to the captain of a 
company-owned or chartered boat and of a company-owned 
seine. In many cases the captain owns the seine and, con- 
sequently, the bonus is paid on the boat share only. 


Expenses such as gas and oil are distributed on the 
1l-share basis: 7/11 charged to the account of the crew, 
214/11 charged to the account of the boat, and 114/11 to the 
account of the seine. ‘The seine licence is charged to the 
boat and net shares. Grub is for the account of the crew. 
Fines for breach of fisheries regulations are also for the ac- 
count of the crew. Income tax deductions of 20 percent 
are made from the gross amount of each crew member’s 
share. Medical aid is deducted from each man on a com- 
pany-owned or chartered vessel. 


A specimen settlement statement follows :— 
Boat: Winston Churchill Captain: Joe Brown 
Licence No.: 

7/11 214/11 

Crew Boat 
By Fish: Totals Share Share Share 
10,000 lbs. sockeye @ 12%4c ..$1,250.00 
10,000 lbs. cohoe @ 8c 800.00 
1,000 lbs. pinks @ 10c 100.00 
1,000 lbs. chums @ 25c 250.00 


$2,400.00 $1,527.27 $ 545.45 $ 327.28 
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Less Fuel and Lube Oils .... 240.00 152.73 54.54 32.73 
Licence 15.00 9.00 


$2,136.00 $1,374.54 $ 475.91 $ 285.55 


Personal 

Capt. Gross Income Ledger 

Crew Share: Bonus Share Grub W.C.B. Taz Credit 
$95.18 $196.38 $ 45.00 $ .50 $58.31 $187.75 

196.36 45.00 50 39.27 111.59 

196.36 45.00 50 39.27 111.59 

196.36 45.00 50 | 39.27 111.59 

196.36 45.00 -50 39.27 111.59 

196.36 45.00 .50 39.27 111.59 

196.36 45.00 50 39.27 111.59 


$95.18 $1,374.54 $315.00 $3.50 $293.93 $857.29 











Approved: 
Captain 
Boat Delegate 


The price paid for fish is governed by market condi- 
tions. The basis of settlement is derived through custom 
and no signed agreement exists. Until recently it was 
customary for the trawler crew to enter into a signed 
agreement with the company supplying the boat and gear. 
The United Fishermen’s Federal Union does not now per- 
mit its members to make individual fishing agreements out- 
side the Union. 

At present the basis of settlement is 40 percent for 
boat and gear shares, 60 percent for crew shares. Captain’s 
bonus is 10 percent of nett boat and gear shares. 

All operating expenses are deducted from gross stock 
(gross value of fish caught). These expenses consist of 
ice, fuel, customs, radiophone rentals, fathometer rentals, 
sundries. Grub is for the account of the crew. A tax de- 
posit of 20 percent is charged each crew member. W.C.B. 
medical aid deductions are made from men fishing on com- 
pany boats. 

Note: W.C.B.—Workmen’s Compensation Board. 
Halibut and Long Line 

The price paid for fish is subject to market conditions. 
The basis for settlement is 20 percent for boat share and 
80 percent for crew share. Captain’s bonus is 10 percent of 
nett boat share. 

Tuna Settlements 
The price paid for fish is subject to market conditions. 
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The operators do not have an agreement covering this type 
of fishing. However, the vessel owners have an under- 
standing, covered by letter, setting out a basis-of settlement 
to be used for a period of one year. This basis of settle- 
ment is followed in most cases and consists of the follow- 
ing :— 
1. All operating expenses to be deducted from gross 
stock. 
2. The boat share is 32 percent of the nett and the 
crew share 68 percent. 
The remainder of the settlement and the entries are 
made in the same manner as beam trawl] settlements. 


Sunken Net Settlements 

These settlements have not been standardized as many 
of the boats in this line of fishing are small and work with 
only two or three men and the owner of the boat arranges 
the settlement basis before leaving for the fishing grounds. 

The most common practice at present is 20 percent boat 
share, 13-1/3 percent gear share, 66-2/3 percent for crew 
share. Captain’s bonus is 10 percent of the company’s nett 
share. The remainder of the settlement is the same as 
beam trawl. 
Pilchard Fishing Settlements 

The price paid for fish is governed by Union Agreement. 
The pilchard seiner’s total catch is worked out at the price 
per ton set by the Union Agreement and divided equally 
among the members of the crew who number from 7 to 8. 
All expenses such as fuel and gear, etc., are paid by the 
company. The fishermen pay their own grub and are sub- 
ject to the usual 20 percent tax deduction. The engineer on 
the seine boat may receive a bonus of $20.00 per month dur- 
ing the season. 

The captain’s bonus is on a sliding scale and is as 


follows: 
1,499 tons and under 38c per ton 
1,999 tons and under 41c per ton 
2,499 tons and under 46c per ton 
2,500 tons and over ....................-5l¢ per ton 


Pilchard Tendermen’s Settlements 
The earnings of the tendermen on a packer are based 
upon the catch of the seine boat they are tending. The 
scale of payment as outlined in the Union Agreement is as 
follows: 
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Captain—one full fisherman’s share 

Engineer—one full fisherman’s share, less 5c per ton 
Mate—one full fisherman’s share, less 12c per ton 
Cook—one full fisherman's share, less 14c per ton 


A fisherman’s share is figured on the basis of a seven- 
man crew. 

Herring Settlements—Fishermen 

The basis of settlement outlined below is based on the 
herring agreement with the Union for the 1944-45 season. 
This agreement has not yet been accepted by the Union for 
the 1945-6 season and, consequently, the settlement basis 
for this year may ultimately vary somewhat in detail with 
that described below. Expenses are handled as in pilchard 
settlements. 

The price per ton is $4.50 for all herring caught in areas 
where according to present fishery regulations seine-caught 
herring may be utilized for both canning and reduction pur- 
poses. The price per ton is $5.50 for all herring caught in 
areas where seine-caught herring may be utilized for can- 
ning purposes only. The overall price per ton to be paid 
the fishermen is determined by pooling the tonnage caught 
from the two areas and dividing the gross value by the total 
tonnage to arrive at an average price per ton. In addition 
the agreement provides that where an eighth man is used 
in the Gulf of Georgia area an additional share is paid into 
the seiner pool. The extra share is based upon a seven-man 
crew. 

Herring seine boats work in pools; that is, they pool the 
proceeds of their catch to be divided equally on a per-man 
basis. Therefore, if two seiners were pooling their catch 
and one boat was fishing with a crew of eight men and the 
other with a crew of seven, the ee would be divided 
equally among fifteen men. 

In addition to the above, engineers on seine boats may 
be given a bonus of $20.00 per month. The captain’s bonus 
is 36c per ton. 

Herring Tendermen’s Settlements 

The scale of pay for herring tendermen as laid down in 

the union agreement is as follows: 


Captain—$205 per month plus bonus 
Engineer—$178 per month plus bonus 
Mate—$146 per month plus bonus 
Cook—$135 per month plus bonus 
The herring bonus is $1.25 per ton and is paid into a tender 
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pool. The tendermen’s share is divided on a per-man basis. 
For all areas other than the Lower East Coast and Quathia- 
ski the tendermen receive an additional 25 cents per ton 
which is placed in a separate pool to be divided among the 
tendermen working those areas. 


Current Accounting Literature 
By Frank S. Capon, C.A. 
Montreal, P.Q. 

[see fanfare accompanied the Dominion-Provincial 

conference on provincial financial statistics held in 
Ottawa last November, but the results of the conference, 
as summarized in the pamphlet released by the Dominion 
Bureau of Statistics, were impressive. The aims of the 
conference were the standardization of government account- 
ing procedures, financial statements and reports, fiscal year 
ends and various statistics. The value of such standard- 
ization is obvious, and the importance of such a conference 
to accountants as a body may be illustrated by the fact that 
governments handle a large share of our national income 
and employ one out of every five Canadians. The schedules 
attached to the pamphlet showing the recommended stand- 
ard forms for financial statements contain many points of 
interest in the general accounting field. 

Telephone Costing 

A cost accounting and reporting system for the telephone 
industry is explained by T. S. Vanneman in the Ist July 
N.A.C.A. Bulletin. While the accounting systems for 
utilities are highly detailed, as usually required by special 
laws, this article is sufficiently general to contain many 
points of general interest to all cost and general account- 
ants. 


PUBLICATION ADDRESSES, AND PRICE PER COPY POSTPAID 
Accountancy, Incorporated Accountants’ Hall, Victoria Embankment, London, W.C. 
2, England. 1 shilling. 


Accountants’ Magazine, 23 Rutland Square, Edinburgh, Scotland. 1s. 8d. 
Accounting Review, School of Commerce, Northwestern University, Evanston, III, 
$1. 


The Accountant, Moorgate Place, London E.C. England. 1 shilling. 

The Controller, 1 East 42nd St., New York, N'Y. 50 cents. 

Cost and Management, 66 King St. East, Hamilton, Ont. 35 

Harvard Business Review, Harvard University, Boston, Mass., US. 7 

Journal of Accountancy, 13 East 41st St., New York, N.Y. 35 cents. 

The Internal Auditor, 39 Atlantic Street, Stamford, Conn., U.S.A. $1 

National Association of Cost Accountants, 885 Madison Ave., New York. 75 cents. 

— Tax Magazine. CCH Canadian Limited, 31 Willcocks St., Toronto, 
t. 35 cents. 
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Education for Industrial Accounting 
Also in this bulletin is an article on college training for 
industrial accounting by S. A. Pressler, professor of ac- 
counting at the Indiana University School of Business. In 
Canada the general practice has been to train the great 
majority of our accountants on a professional basis, with 
industry claiming its top accounting and financial men from 
the auditing profession. The highly specialized college 
courses on industrial accounting and administration are a 
comparatively recent development in the U.S.A. and are 
worthy of careful study by the leaders in accounting educa- 
tion in Canada. 
Standards for Administrative Expense 
Most articles on standard costs are concerned with 
manufacturing costs, and some deal with selling and dis- 
tributing costs, but I. W. Keller’s article in the 15th July 
N.A.C.A. Bulletin on standards for administrative expenses 
deals with a subject on which there is little existing litera- 
ture. Standards for most administrative departments are 
outlined in some detail, and a hypothetical case is used as 
an illustration of the principles concerned. 
Department Store Control Problems 
L. C. Hobert has contributed an article on merchandise 
planning and control for a department store in the same 
bulletin. Of particular importance is the planning of pur- 
chases and the mechanical control whereby merchandise 
received and sold can be properly recorded and the book 
inventories compared with regular physical counts. Inven- 
tory valuation and counting is in itself a special problem 
in merchandising and requires techniques not used in most 
industries. 
Fixed Asset Valuations 
“Book figures (for fixed assets) taken from balance 
sheets no longer are a gauge of real worth.” This is a 
quotation from the pamphlet entitled “Appraisals and Re- 
ports” recently issued by Ford, Bacon & Davis Inc., 39 
Broadway, New York. The statement is not news to ac- 
countants, but the pamphlet contains much food for thought 
on matters concerning fixed asset accounting, depreciation, 
insurance, appraisals, etc; of particular interest is the chart 
reproduced from the Engineering News Record showing the 
construction cost index by years, starting at 1914 — 100 
to 1945 = 300 +. 
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Accounting Recommendations—U.K. 

Number XI in the series of statements on accounting 
principles issued by the U.K. Institute, dealing with the 
accounting for U.K. refundable excess profits taxes, is pub- 
lished in the 20th July issue of The Accountant... In contrast 
to the previous statements, the release deals with a special 
accounting problem peculiar to the U.K., and is not applic- 
able under our tax laws. The U.K. refundable portion must 
be used for development or re-equipment of the enterprise 
and, failing this, must be disbursed by way of dividend. 

The Profession—Past, Present and Future 

The July issue of “The Accounting Review” contains an 
outstanding article by J. W. Queenan on “The public ac- 
countant of today and tomorrow”. Mr. Queenan traces the 
history of public accounting in order to make his point that 
the accountant of today was developed to meet yesterday’s 
demands, and goes on to discuss future developments in the 
profession which are logical in terms of today’s demands. 
These include the development of financial statements pro- 
jecting forecasts of future results, work on labour problems 
and wage disputes, advice to management on financial and 
other problems, and so forth. 

Income—The Cash Concept 

Another most interesting article headed “That Thing 
Which the Accountant Calls Income” has been contributed 
by G. R. Husband in the July issue of “The Accounting 
Review”. The author claims that, in order to make financial 
statements intelligible to the great mass of the public (in- 
cluding management), accountants should think of income 
in terms of cash equivalent, rather than equity effect. This 
leads him to the conclusion that a form of source and appli- 
cation of funds statement should replace the present profit 
and loss account, and that reports should similarly be writ- 
ten from the cash viewpoint rather than from that of the 
surplus account. Under the cash method of accounting the 
value of money becomes much more significant, forcing to 
the surface the greatest single problem which has been 
facing accountants through the centuries. This article, and 
the thinking behind it, are worthy. of serious study and 
discussion among accountants. 

Co-ordination of the Profession 

Following the introduction of the Public Accountants 

Bill to regulate the profession in England, Scotland, and 
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_ Wales, there have been lengthy discussions at special meet- 
ings of the various accounting bodies. These discussions 
will be found interesting by members of those provincial 
institutes which may at some future date be faced with 
legislation of this type, and the proceedings at the special 
general meeting of the Society of Incorporated Accountants 
(London) are summarized in the July issue of “Account- 
ancy”. 

Machine Accounting 
The 6th July issue of “The Accountant” contains an 
unusual article by J. Clayton on the principles of mech- 
anized accounting. The author follows the various develop- 
ments of the writing, adding, calculating, bookkeeping and 
tabulating machines, pointing out how their shortcomings 
were overcome and what deficiencies remain to be met, at 
the same time summarizing the main uses of the various 
machines and hinting at the possible future development of 
photography in this field. The article contains an excellent 
chart showing the development from the infinitely flexible 
but inaccurate and uneconomical field of hand accounting 
through the earlier inflexibilities of the various machines to 
the machine flexibility that will be regained at some future 
date. 
Surplus Adjustments 
The article by E. A. Kracke entitled “The Earning of 

Earned Surplus” in the July issue of “The Journal of Ac- 
countancy” is another strong plea for the elimination of 
earned surplus adjustments and the inclusion of all such 
items in the income statement. There has been a trend 
among U.S. companies to adopt this classification of non- 
recurring adjustments, but the “traditional” practice is fol- 
lowed almost unanimously in Canada. Mr. Kracke presents 
a convincing case for the all-inclusive income statement, 
placing particular emphasis on the distortion of earnings 
over a period of years which results from our present prac- 
tice of carrying non-recurring items direct to surplus. 

Administrative Expenses in Inventory Values 
Writing in the July “Journal of Accountancy”, J. N. 

Harris attempts to refute the article by J. S. Seidman in 
the April issue arguing for the inclusion of administrative 
expenses as an overhead item in inventory values. Mr. 
Harris is in favour not only of excluding administrative 
expense from inventory but, also, all those fixed charges 
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normally classified as “overhead” or “indirect expenses”. 
In denouncing Mr. Seidman’s theories, Mr. Harris uses 
economic rather than accounting arguments and talks in 
terms of statements prepared for management. Although 
I have every sympathy for Mr. Harris’ problems, I cannot 
help feeling that he fails to disprove the accounting theory 
of Mr. Seidman. If accounting is the science of “matching 
costs with revenues’, it seems to follow that all costs belong 
in inventory values. We may prepare separate schedules, 
statements, or footnotes to reconcile the two viewpoints, 
but in the final analysis it appears that Mr. Seidman’s 
theory wins out, no matter how conservative and possibly 
laudable Mr. Harris’ practice may be. 
Audit Reports 

The article “Standards of Auditing Procedure and Re- 
ports” by P. Barnes in the July issue of “The Journal of 
Accountancy” outlines the standard forms of audit report 
in use in the U.S., their evolution, and the underlying 
principles on which the audit is based. 

Forecasting and Financial Planning 

Industrial accountants have an ever-increasing respon- 
sibility in the field of budgeting and financial planning and 
the key techniques in this field are admirably outlined by 
R. W. Rager in his article in the July issue of “The Con- 
troller”. Mr. Rager points out that the accountant must 
keep himself so well informed in all phases of his company’s 
activities that he can determine which sections of the budget 
are out of line and can discuss the discrepancies intelli- 
gently with the departments concerned. To be of use, the 
results of the forecast must be thoroughly understood by 
all sections of management and must have the unreserved 
backing of each. 

Programmed Management 

Another new phrase, coined to describe the programming 
of production, sales and other phases of operation in order 
to rationalize the overall undertakings of a company, is 
used by D. E. Ackerman in his article in the July issue of 
“The Controller” to sum up the duties of the industrial 
accountant in the control of all phases of manufacturing 
activities. This is another excellent article on the adminis- 
trative and control field which has been so rapidly and 
effectively developed by accountants. 
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Obituaries 


The Late Donald Archibald McCannel 

The Institute of Chartered Accountants of Alberta re- 
grets to announce the death of Donald Archibald McCannel 
at Calgary on 19th July 1946. 

He was admitted a member of the Ontario Institute in 
June 1909. In 1911 he moved to Calgary, Alberta, and was 
admitted to membership in the Alberta Institute in Janu- 
ary 1912. He served nine years on the Council of the 
Institute and was president in the year 1915-1916. He served 
as president of the Dominion Association in the year 1916- 
1917. 

He is survived by his two brothers, Alex N. in Ontario 
and Malcolm C. with whom he was associated in the prac- 
tice of his profession as McCannel Bros. & Co. 


The Late Alexander Ford King 


The Institute of Chartered Accountants of Ontario re- 
grets to announce the death of Alexander Ford King at 


Toronto on August 15th, 1946. 

The late Mr. King entered the profession in 1920 as a 
student-in-accounts with Price, Waterhouse & Company, 
Toronto with which firm he continued to be associated 
following his election to membership in the Institute in 
January 1925. In 1939 he was admitted to partnership in 
the firm. 

To his widow, son, parents and two sisters the Institute 
extends sincere sympathy in their bereavement. 


The Late John W. Ross 

It is with regret that the Institute of Chartered Ac- 
countants of Quebec announces the death of John W. Ross, 
LL.D., C.A., which took place at Montreal on Sunday, 11th 
August 1946, after a lengthy illness, in his 77th year. 

A son of P. S. Ross, who in 1858 founded the firm which 
still bears his name, Mr. Ross was educated at the Montreal 
High School and the Montreal Business College, and after- 
wards travelled extensively in Canada, the United States, 
Great Britain and Europe. During his business career he 
had been a director of many public companies. At the 
time of his death he was a member of the board of the Sun 
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Life Assurance Company of Canada, Crown Trust & Guar- 
antee Company, and United Corporations Limited. 

The following editorial appeared in the “Montreal Daily 
Star” on 12th August. This would seem adequately to sum 
up the service rendered during his lifetime by Mr. Ross in 
the fields of business, social and commercial life, covering a 
span of well over half a century. 

“A prominent and highly respected citizen of Montreal 
is lost to this community by the death of John Wardrop 
Ross, LL.D., which took place on Sunday after a long illness. 


“The record of Mr. Ross’s life is evidence of how much 
can be accomplished and in what wide variety when the 
impulse to public service is carried into practice. It might 
have seemed that Mr. Ross could have pleaded press of 
business with every reason when his time and energy and 
ability were called on for service on four hospital boards; 
for the board of governors of McGill and headship of a 
special effort there represented by the Royal Institute for 
the Advancement of Learning and by the Royal Victoria 
College; for the Board of the Laurentian Sanatorium; to be 
a life governor of the Art Association of Montreal; and an 
elder in the Erskine and American United Church. The 
list of offices held and work done through the years in half 
a score of directions pretty well covers the fields of business, 
social and religious activities in this big and steadily grow- 
ing community. Mr. Ross in some way found time for 
them all, doing with his might whatever his hand found to 
do. 

“Such men are not easily found, and when the time 
comes for them to finish the task they are a loss to the 
whole community. Mr. Ross was a member of a family 
whose record is one of fine and versatile accomplishment. 
His familiar figure and kindly presence will be widely 
missed in Montreal.” 

Mr. Ross is survived by three sons, Ian A. Ross, C.A., 
Howard I. Ross, C.A., and John W. Ross, Jr., and by three 
daughters; also by two brothers P. D. Ross, LL.D., publisher 
of the Ottawa Journal, and Major-General James G. Ross, 
C.M.G., C.A., of Montreal, and one sister, Miss Christina 
Ross of Montreal, to whom the Institute offers sincere sym- 
pathy. 
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LOSS ON SALE OF SECURITIES 
Economic Trust Company, Appellant 
and 
The Minister of National Revenue, Respondent 
The Exchequer Court of Canada, Justice Angers, June 25, 1946 
2 appellant company, incorporated by private act of 
the Manitoba Legislature, was empowered among other 
things to purchase and sell mortgages and securities. 
Though it handled some clients’ funds as trustee it did not 
administer estates. It previously had paid tax on profits 
derived from the sale of securities after deduction of losses 
similarly incurred. In 1941 it incurred a loss of $2,607.92 
on the sale of securities and deducted this from its profits, 
but the tax department made an assessment without allow- 
ance of such loss. The case hinged mainly on whether 
such profits and losses were part of its normal business. 
The court upheld the appeal and dismissed the assess- 
ment. The judgment says in part: “The evidence discloses 
that the appellant, although called a trust company, did not 
administer estates and did not act as executor. It dealt in 
mortgages, bonds and shares on its own account with a 
view to earning profits. It purported to make money 
through the increase in the market value of the securities 
purchased and resold at a profit ... After a careful perusal 
of the evidence and of the able and exhaustive argument 
of counsel and an attentive study of the law and the preced- 
ents I have reached the conclusion, with some hesitation 
I must admit, that the loss made in 1941 was incurred in 
the ordinary course of its business as dealer in securities 
and that it must accordingly be considered as a loss of 
profit and not as a capital loss. In the circumstances I be- 
lieve that the appellant was justified in deducting this loss 
from its profit for the year 1941. The appeal will conse- 
quently be maintained, the decision of the minister set aside 
and the assessment declared unfounded, null and void. The 
appellant will be entitled to its costs.” 


PERSONALS 


R. W. Thacker, C.A., announces the opening of an office 
at 650 Burrard Street, Vancouver, British Columbia. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., EDITOR 
NOTES AND COMMENT 


The root controversy in accounting is between “cost” 
and “value” and while at times the extremists at one end 
or the other appear to have prevailed, the present tendency 
is to recognize costs as the initial record but not to exclude 
values in circumstances where their use would result in 
more significant reports. 

It seems to us that anyone participating in the con- 
troversy should seek to understand the accounting concept 
of income. Accounting is a strictly utilitarian art and the 
figure of income which it produces has been, historically, a 
useful figure—the amount which the owner of a business 
can withdraw without impairing his money capital and 
which he will find either at once or in the near future, 
available for withdrawal in the form of cash. If he con- 
forms with this concept of income the accountant cannot 
recognize profit in anything except a transaction by which 
specialized costs are reconverted into cash or binding prom- 
ises of specific amounts of cash. An estimated excess of 
value over cost being not yet “in the bag”—that is to say 
not assured by a sales transaction— is not a component of 
income. All of this is eminently useful and imposes an 
upper limit on the measurement of periodic income. But 
it would seem to beg two questions, first as to the lower 
limit of the measurement, and second as to the usefulness 
of reporting values (as distinct from costs) without allow- 
ing income to be affected. 

If the owner of a business is to be able to withdraw the 
“accounting” income without impairing his money capital 
then certainly in the measurement of that income any ex- 
cess of unrecovered costs over their value must be deducted 
in arriving at the figure of income, or, in other words, assets 
must be written down to their estimated realizable value if 
that is below cost. This is the explanation and justification 
of bringing inventories in at “the lower of cost or market’”’. 
In this connection the main controversy among accountants 
relates to the sorts of estimates of value which should be 
recognized. The extreme advocates of the cost basis argue 
that there should be no downward revision of any costs 
which have not either demonstrably been destroyed (as a 
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building by fire) or else put to the test of value by sales. 
The moderates will recognize any estimate of value which 
is controlled by the imminence of a sale but will not, for 
example, recognize an estimate of the value of fixed assets 
which are not to be sold but to be continued for another ten, 
twenty or thirty years in their present use. In short the 
lower limit of the income measurement is set by the valua- 
tion of current assets whose estimated value is below cost, 
fixed assets ordinarily being allowed to remain until ma- 
turity at cost. : 

While only the extreme advocates of the value basis 
contend that unrealized excess of estimated value over cost 
should be brought into the income measurement there would 
seem to be no grave objection to the introduction of such 
increments to the books provided the upward revision is 
reflected on the proprietorship side in capital and not in 
income. In other words we can see no valid objection to 
an attempt to make the proprietorship accounts measure, in 
their aggregate, the value (as contrasted with the book 
worth) of the business in all circumstances in which any 
significant estimate of value can be made—provided always 
that the measurement of periodic income remains anchored 
to the test of actual realization in cash. 

The inflation and the fall in the purchasing power of 
money which threaten the world at this time admittedly 
inject into the problem of income measurement a factor 
which enormously complicates the accountant’s task. We 
should like to see a lively controversy in the pages of all 
accounting journals as to the correct handling of this prob- 
lem. Will- not some of our readers lead off? 

* * * 

Although Mr. Capon in his review of current accounting 
literature for June last paid tribute to the refresher course 
for public accountants published by the American Institute, 
we feel this book to be so definitely a “must” for the library 
of every student of accounting (whether he has formally 
graduated or not) that we mention it again here lest the 
earlier reference was overlooked by any of our readers. 
In recent years accounting procedures have been subjected 
to a searching and highly intelligent enquiry by leading 
members of the profession in the United States and this 
volume summarizes the results of that enquiry to date. The 
section on accounting principles, to take only one illustra- 
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tion, contains twelve papers by men whose names are house- 
hold words in the profession such as T. H. Sanders, W. A. 
Paton, E. L. Kohler, H. T. Scovill, W. A. Staub and George 
O. May. Contemporary Accounting: “A Refresher Course 
for Public Accountants” was published at $10.00 by the 
American Institute of Accountants, 13 East 41st St., New 
York 17. 


PUZZLE 
What is the maximum distance into a desert which 
could be reached from the edge of the desert by the efforts 
of a party of 10 explorers, each capable of carrying sufficient 
water to last one man for 4 days, if progress was at the 
rate of 11 miles per day? What will be the longest journey 


if they make depdts? 
SOLUTION TO LAST MONTH’S PUZZLE 


Let a number of bottles disposed of on first day 
“ “ «“ “ “ “ second day 
“ “ “ “oe “ “ third day 
total number of bottles purchased 
y cost per bottle. 
Selling price per bottle — lly 
10 
Daily profits turned in which were equal are: 
y (a—1)—y = ay—y—10y = y (a—ll1) (First Day) 
To 10 10 
y (b) —y = by—y = y (b—1) (Second Day) 

10 =. hl !lUeeOD 

y(e—1)—y—y = cy—y—10y—y = y(c—12) (Third day) 

To To 10 10 
From the three simplified expressions above the relative values of 
a and b in terms of ¢c are as follows:— 

a = c—l1 and b=c—lIil 
From the data given 

a+b+c=*x (Equation 1) 
Substituting the respective values ef a and b we have 

e—1+c—ll4+c=*x 
Simplifying 

e=x+12 (Equation 2) 


3 
Re last day’s total receipts 
lly(c) = $66.00 (Equation 3) 


10 
Substituting value of c as obtained in equation 2 

lly (x +12) = 6,600 

10 3 

xy + 12y — 18,000 (Equation 4) 
Expressing estimated profits less losses arising from the petty thieving 
of Salesman as equalling actual profits realized we have: 
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y(x) —lly — y—1ly--y = 15x 
10 10 i0 0 10 
Simplifying 
xy — 24y —150x — 0 (Equation 5) 
Deducting Equation 5 from equation 4 we have 
xy + 12y 18,000 (Equation 4) 


xy — 24y — 150x = 0 ; (Equation 5) 
36y + 150x = 18,000 
Simplifying 
y = 3,000 -— 25x (Equation 6) 


Substituting value of y in equation 5 

x (3,000 — 25x) — 24(3,000 — 25x) — 150x — 0 

6 6 

Simplifying 

x2 — 108x + 2,880 — 0 
Factoring 

(x— 60) (x— 48) = 0 

x = 60 or 48 
As there were five friends who contributed an equal number of bottles, 
the number of bottles is 60 


Substituting value of x in equation 6 and simplifying—the purchase 
price per bottle is established at $2.50. 


STUDENTS’ ASSOCIATION NEWS 
Ontario 

The Ontario Students’ Association wish to announce that 
tentative arrangements have been made to conduct a series 
of lectures for students preparing to write examinations at 
the end of this year. A suitable location has been secured 
in Toronto and the first of seven weekly lectures will com- 
mence Monday, September 16th. Practising members will 
conduct the meetings and the committee in charge of the 
arrangements report that they expect a large attendance. 
All students will be notified of further details as soon as 
final arrangements have been made. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM 1 
INTERMEDIATE EXAMINATION, DECEMBER 1945 
Accounting II, Question 1 (20 marks) 
Steerforth, Barkis and Heep are partners. The balance sheet of 
the partnership at 3lst December 1944 disclosed capitals of $15,000, 
$25,000 and $20,000 respectively. 
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The partnership agreement provides that after providing for in- 
terest of 5% per annum on partners’ capitals and salaries of $3,000, 
$3,000 and $2,400 respectively, the balance of the annual profits is to 
be distributed equally. In the event of the death of any partner, the 
amount payable to his estate is to be the aggregate of: 

(1) The amount at his credit at the end of the previous calendar 

year. 

(2) Salary, interest on capital and share of profits to date of death. | 


(3) Share of goodwill based on three years’ purchase of the aver- 
age of the preceding five years’ profits (after partners’ interest 
and salaries but before charging life insurance premiums). 

(4) Share of life insurance, 

from which aggregate sum is to be deducted his drawings of 
the current year to date of death. 

One-half of the amount so calculated is to be paid to his estate 
within 2 months and the balance within 12 months from the date of 
death, with interest in each case at 5% per annum from the date 
of death. 

Life insurance in the amount of $40,000 was placed in 1938 on 
the life of each partner, the premiums of which amounting to $3,600 
per annum were charged against profit and loss. No amount appears 
in the books for the cash surrender value of life insurance. 

Barkis died on 31st July 1945. 

Profits (after partners’ interest and salaries) for the five years 
preceding 1945 were $6,000, $9,000, $11,000, $9,500 and $12,500 respec- 
tively. 

The books of the partnership were closed on 31st July 1945, and 
the net profit for the seven months ended that date before charging 
partners’ interest and salaries was found to be $13,650. Barkis’ draw- 
ings for this period were $3,000. 

Required: 

(a) Prepare statement of the amount payable to the executor of 
Barkis’ estate on 30th September 1945. 

(b) How should the amount due the executor of Barkis’ estate be 
treated in the books of the partnership pending its payment. 


SOLUTION 
(a) Steerforth, Barkis and Heep 


Statement of Amount Payable to Executor of Barkis’ Estate 
As at 30th September 1945 


Capital account as at 3lst December 1944........ $25,000.00 
Salary 1st January to 31st July 1945, 745 of $3,000 1,750.00 


Interest on capital 1st January to 31st July 1945, 
de a a ee 729.17 
Share of profits Ist January to 31st July 1945: 
Profits before partners’ salaries and interest.. $13,650 
Deduct: : : 
Partners’ salaries 745 of $8,400.... $4,900 
Partners’ interest %. of 5% of 
DD Soa La onuas os eyE swe e 1,750 6,650 





I IRE so bs dict owes wviewiekss seu $ 7,000 


Barkis’ share 1% of $7,000 ................... 2,333.33 
Share of goodwill: 
Total profits for 5 years preceding 1945 ...... $48,000 
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Add life insurance premiums 5 x $3,600 ..... 18,000 

$66,000 

Average profits before charging life premiums $13,200 

Value of goodwill $13,200 x 3 ................ 39,600 
Barkis’ share 4% of $39,600 .................. 13,200.00 
Share of life insurance ¥% of $40,000 ............. 13,333.33 
56,345.83 
Deduct drawings ........ Rta RAIA cogicho Osi heptane aie 3,000.00 
Barkis’ interest in partnership at date of death .. $53,345.83 
Portion payable 30th September 1945 1%4 of $53,345.83 $26,672.92 

Add interest from 31st July to 30th September 

1945 %o of 5% of $26,672.92 ................. 222.27 
Payment due 30th September 1945 .............. $26,895.19 








(b) 

Where a deceased partners’ interest has been ascertained it is 
necessary that the amount due the estate at the date of decease be 
transferred from his capital account to a loan account in the name of 
his estate. 

Nore: If the policies on the lives of the surviving partners had a cash 
surrender value at the date of Barkis’ death this would in- 
crease the amount due to Barkis’ estate by one-third of such 
surrender value, 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1945 
Accounting II, Question 4 (25 marks) 


Excelsior Emporiums Limited operates a departmental store and 
the results for the year to 31st December are as follows: 


DEPARTMENTS 
A. B. C. D. TOTAL 
PN Oho tsi cas $300,000 $350,000 $250,000 $400,000 $1,300,000 
Cost of sales ...... 180,000 280,000 150,000 240,000 850,000 
Gross profit ....... 120,000 70,000 100,000 160,000 450,000 
Salaries—sales staff 20,000 10,000 30,000 60,000 120,000 
Building expense .. 10,000 5,000 25,000 60,000 100,000 
Delivery expense .. 2,000 1,000 5,000 10,000 18,000 
General office 
ae 15,000 17,500 12,500 20,000 65,000 
Advertising ....... 20,000 25,000 15,000 20,000 80,000 
Other administrative 
GEDORSC .....6.55 9,000 10,500 7,500 12,000 39,000 
Total expense ..... 76,000 69,000 95,000 182,000 422,000 
Net profit (or loss) 44,000 1,000 5,000 (22,000) 28,000 


Expenses are spread over the various departments on the following 


bases: 
Salaries—actual. 
Building expense—square footage of space occupied. 
Delivery expense—unit price per parcel. 
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General office expense—percentage of sales. 

Advertising—actual. 

Other administrative expenses—percentage of sales. 

The directors are dissatisfied with the results from department 
D and to remedy the situation two plans have been put forward, 
details of which are substantially as follows: 

Plan A. It is contended that by the expenditure of $50,000 more 
per annum on advertising for this department, sales could be increased 
by 50% and the same ratio of gross profit maintained. Salaries of 
the sales staff in this department would be increased by $10,000 per 
annum, delivery expense would increase by about $4,500, all chargeable 
to department D, while general office expense would be higher by 
$10,000 and other administrative expense by $6,000; the last two 
amounts to be “spread” over all departments in the usual way. It is 
also to be supposed that sales in the other departments would increase 
somewhat, possibly by 10% all round, without any increase in expense, 
either direct or indirect. 

Plan B. Under this plan, department D would be eliminated en- 
tirely and the space it occupies would be rented for $75,000 per annum, 
plus a commission of 5% on sales made by the lessee. Such sales are 
estimated at $500,000 for the first year and $750,000 per annum there- 
after. In this case, expenses would be affected substantially as follows: 

Salaries (of dept. D)—eliminated. 

Building expense—no reduction; all departments to be charged 
with the same amount as heretofore. 

Delivery expense—reduced by $6,000 per annum; other depart- 
ments to share revised figure between themselves in same ratio 
as at present, i.e. 2: 1: 5. 

General office expense—reduction of $5,000 per annum; department 
D to be charged with arbitrary amount of $15,000 per annum 
and balance apportioned over other departments pro rata to 
sales. 

Advertising—cost for department D eliminated. 

Other administrative expense—no reduction; department D to be 
charged with $3,000 per annum and balance allocated to other 
departments in ratio to sales. 

It is not anticipated that sales or gross profit ratios in other 

departments would be affected under this plan. 
Required: 

You are required to examine these plans and to prepare and submit 
pro forma figures showing the probable effect on the results of each 
department and as a whole, so as to help the directors to make a de- 
cision. 


SOLUTION 
PLAN A—FORECAST OF RESULTS 
DEPARTMENTS 
A B fs D TOTAL 
$300,000 $350,000 $250,000 $600,000 $1,500,000 
Cost of sales 180,000 280,000 150,000 360,000 970,000 
Gross profit $120,000 $ 70,000 $100,000 $240,000 $ 530,000 
Salaries— 

Sales staff 20,000 10,000 30,000 70,000 130,000 
Building expense .. 10,000 5,000 25,000 60,000 100,000 
Delivery expense .. 2,000 1,000 5,000 14,500 22,500 
General office 

expense 15,000 17,500 12,500 30,000 75,000 
Advertising 20,000 25,000 15,000 70,000 130,000 
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Other administrative 

expense 9,000 10.500 7,500 18,000 45,000 
Total expense $ 76,000 $ 69,000 $ 95,000 $262,500 $ 502,500 
Net profit 44,000 1,000 5,000 (22,500) 27,500 
Possible additional 

profit at various 

rates of gross pro- 

fit on 10% in- 

crease in sales of 

other departments 12,000 7,000 10,000 29,000 


Possible eventual 
net profit $ 56,000 $ 8,000 $ 15,000 $(22,500) $ 56,500 


PLAN B—FORECAST OF RESULTS 
DEPARTMENTS 
A B C D TOTAL 


$300,000 $350,000 $250,000 —- $ 900,000 
Cost of Sales 180,000 280,000 150,000 —— 610,000 

$120,000 $ 70,000 $100,000 See below $ 290,000 
Sales—Sales staff . 20,000 10,000 30,000 — 60,000 
Building expense .. 10,000 5,000 25,000 60,000 100,000 
Delivery expense .. 3,000 1,500 7,500 = 12,000 
General office 


17,500 12,500 15,000 60,000 
Advertising ; 25,000 15,000 — 60,000 


Other administrative 
expense 12,000 14,000 10,000 3,000 39,000 


Total expense $ 80,000 $ 73,000 $100,000 $ 78,000 $ 331,000 


Net result before ad- 
justment for al- 
ternative Revenue 
from Dept. D. .. 40,000 (3,000) (78,000) ¢41,000) 
Possible revenue 
Fixed rental .... = — 75,000 75,900 
Commission—5% 
of $500,000 
~~ = m= 25,000 25,000 
Adjusted net profit $ 40,000 $ (3,000) — $ 22,000 $ 59,000 


Nores (1) In future years, the income from commission would pre- 
sumably be increased by $12,500 per annum. 

(2) An alternative and quite permissible interpretation of the 

statement in Plan A that “the last two amounts (are) to be 

‘spread’ over all departments in the usual way” would give 


the following results: 
Item A B Cc D TOTAL 


General office 
expense $ 15,566 $ 18,160 $ 12,972 $ 28,302 $ 75,000 


Other administrative 
expense 9,340 10,896 7,783 16,981 45,000 


Possible eventual 
net profit $ 55,094 $ 6,944 $ 14,245 $(19,783) $ 56,500 
Here the two expense items in question are distributed on the 
basis of anticipated sales. Since the distribution does not affect the 
aggregate of net profit and since a decision on future policy would 
presumably rest on a comparison of aggregate net profits under the 
two plans the matter is not of great practical importance. 
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